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Unit A2 1: Business Economics
“People of the same trade seldom meet together, even for merriment and 
discussion, but the conversation ends in a conspiracy against the public, 
or in some contrivance to raise prices.” Adam Smith

What is this unit about?

In this unit you will develop the knowledge you gained in AS1 by looking at how businesses use scarce 
resources to produce goods and services.  You will learn to calculate costs and revenues and will 
examine the decision making process of firms in both the short run and the long run.

You will study the different objectives of firms and analyse how these objectives influence their 
behaviour.

You will investigate different market models and evaluate their usefulness in explaining real world 
market behaviour.

Finally you will learn how to measure market concentration and consider some of the methods used 
by government to deal with market dominance.

What are the main topics I need to study?

The exact number and sequence of topics you will study in this unit will depend on how your teacher 
decides to organise the course.  Regardless of how the content is organised, you should always try 
and relate the concepts and theories you study, to real world events and issues.  
It is likely that this unit will follow a structure similar to the one below.

1	 Short	run	and	long	run	production	and	its	costs

In this section you will learn about:
• the distinction between the short run and the long run;
• the law of diminishing returns;
• the distinction between fixed and variable costs;
• total, average and marginal costs and revenues; 
• the break even and shut down points;
• internal economies and diseconomies of scale;
• external economies and diseconomies;
• allocative, productive, and dynamic efficiency and X inefficiency;
• normal and supernormal profits; 
• the minimum efficient scale of production.

2	 The	objectives	of	firms

In this section you will learn about:
• the assumption of profit maximisation and its usefulness; 
• how business objectives can be affected by a range of stakeholders;
• the divorce of ownership and control and the principal agent problem;
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• other possible business objectives such as the maximisation of revenue, growth; environmental 
targets or managerial utility;

• the distinction between public and private sector organisations. 

3	 The	growth	of	the	firm

Here you will examine the:
• methods by which firms may grow;
• the distinction between organic growth and growth my merger or acquisition;
• the distinction between horizontal, vertical and conglomerate integration; 
• motives for growth.

4				Measuring	markets

Here you will learn to
• measure and interpret data on market size, market share and market growth;
• understand the difficulties in accurately measuring market share;
• distinguish between sales volume and sales value.

5.	 Market	structures	and	behaviour

Here you will examine the main features of different types of market and how they affect firms’ 
behaviour.  This includes the concepts of:
• perfect competition;
• monopoly; 
• oligopoly;
• monopolistic competition;
• contestable markets.

For each of these market structures you will examine
• the key features and assumptions underlying the model;
• the short run and long run equilibrium positions;
• the efficiency achieved in each market structure; 

How will I be assessed?

Assessment at A2 is a step up from what you experienced at AS level.  It is intended to stretch you 
and be more challenging.  You are expected to deal with less familiar contexts and more complex 
information.  There is a greater emphasis on analysis and evaluation and less on pure knowledge 
and understanding.  The questions may be less structured and more open-ended giving you scope to 
answer in a variety of ways.  Some of the questions may require you to make links with other sections 
of the course.
 
Assessment for this unit consists of a 2 hour examination which you will sit either in May or June.  Like 
the AS examinations the A2 examination will consist of three sections: 
• A short answer section; 
• An unseen case study section; 
• An essay section.
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The table below gives an overview of the structure of the new assessment model and gives possible 
time allocations for each section. You should note however that these time allocations are only 
estimates of how long a typical candidate may wish to spend on each section. Individual candidates 
may find different sections of the paper more or less challenging than others and may as a result 
allocate their time differently.

Scheme of assessment

section total	marks type	of	
question

structure emphasis possible	time	
allocation
(minutes)

some elements of knowledge and understanding will feature in all questions
A 20 short-answer 3 - 5 questions, 

probably 
worth 2 - 6 
marks each

numeracy, 
application, 
analysis

20-25 

B 40 data response 4 questions 
graduated 
in demand 
and marks 
available

all key skill 
areas will be 
tested

45-50

C 30 essay one single-part 
question from 
a choice of two

focus will be 
on evaluation 
and judgement 
(and analysis) 

35-40

There is no simple formula to equate recommended time spent on a section with 
marks available therefore this suggestion builds in a small safety margin to allow 
for brief planning or review

5-10

Total 90 both A2 units are equal in value, 
50% of A2 or 30% of an overall award at ‘A’ level

120

Will I need a calculator?

The use of electronic calculators in ‘A’ level Economics has always been not only permitted, but 
actively encouraged.  The new specification requires that a minimum of 20% of the total marks 
available in the A level series are allocated to the assessment of quantitative skills.  Therefore bringing 
a calculator to the examination is more important than ever.

Section A: Short answer questions 

Just like the AS papers, the A2 papers will have a number of short answer questions in section A. The 
general advice given on how to approach this type of question in the course companions for AS1 and 
AS2 are equally valid here. To illustrate let’s consider a typical question;

A	typical	short	answer	question	on	concentration	ratios:

The table below shows the market share by company for the US antivirus software industry in 2013.
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Company Market share by value
Microsoft 28%
Symantec 16%
Avast! 11%
AVG 10%
ESET 7%

(a) Using the information in the table above, calculate the 4 firm concentration ratio of the US 
antivirus software market in 2013. (2)

How	do	I	answer	this	question?

The first piece of advice is to do exactly as the question asks. You haven’t been asked for a definition 
of a concentration ratio so you do not need to provide one. Completing the calculation correctly will 
show that you could have given a definition, but because you were not asked to do so, you didn’t.  
However, you may want to take out a little insurance. Simply writing down the correct answer, in 
this case 65% will gain you full marks. However if you make an error in the calculation and write 
down nothing but an incorrect answer you will gain no marks. Therefore it is advisable to show the 
examiner how you worked the answer out. By doing so you may gain one mark even if you arrive at 
the wrong answer. 

Therefore a typical correct answer may look something like this:
CR4 = 28% +16% + 11% + 10% = 65%
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Section	B:	Case	Study

The case study section is the part of the exam which has changed least from the previous scheme of 
assessment. As a result you will find that all the past papers from 2008 (and many of those before) 
will provide you with valuable insight in to the nature and style of this form of assessment.

In the case study section the questions asked will relate directly to a number of pieces of source 
material (normally 3-4). The source material will normally contain approximately 1200-1500 words in 
total and quite probably at least one chart, table or graph. 

Approaching	the	data	response	section

To ensure success in this part of the paper, you should read all of the source material first to ensure 
that you understand what it is trying to say or show. You should then read all of the questions before 
reading all of the source material again. When reading the source material for the second time, you 
should highlight the sections which you feel might help answer the questions. This second reading is 
very important as often the answer to a question is contained in or suggested by the source material.

Making	good	use	of	the	source	material

It is important that you realise that you are expected to use the source material in your answers. It 
is called a case study question after all! However you should also be aware that you will gain little 
reward for simply copying and pasting large sections of the source material into your answers. The 
case study section aims to assess your ability to interpret and analyse the information provided and 
apply your knowledge of economic models and theory to answer questions on new and possibly 
unfamiliar contexts. 
While this may sound daunting, you should be comforted by the knowledge that examiners are aware 
that this paper can be challenging and will be sympathetic to candidates who make a genuine effort 
to write focused answers and who endeavour to apply the theory they have learned in class to the 
questions asked. 

Take	each	question	in	turn

While there is no hard and fast rule with regard to the type and style of questions in this section of 
the exam, a look at past papers and the sample assessment materials would suggest that many of the 
papers follow a broadly similar format.  

Question	a

The first question on this part of the paper will probably require you to analyse and interpret written, 
numerical, diagrammatic or graphical data. You may also be required to make calculations such as 
percentages or percentage changes or you may be asked to calculate and interpret index numbers. 
It is important to realise that, this not an examination in statistics and you will not be expected 
to carry out very difficult calculations.  Nevertheless, you may also be asked to describe trends in 
economic data or to describe the relationship between two variables.  Although these are fairly 
elementary skills, students often lose marks in questions of this kind.
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Describing	trends:

A trend is an approximate path which statistics follow.  If you are asked to describe a trend you need 
to consider whether the figures are constant, rising or falling. 

To score full marks in this type of question you firstly need to describe	the	trend; you then need to 
include	figures e.g. start figure and the end figure; and finally you should calculate a percentage 
change over the period.

If there are periods when the data moves in the opposite direction from the general trend then you 
need to explain that there are fluctuations in the data and give at least one example of when this 
occurs.  If there are two or three trends (as there might be with some time series data) then divide 
the information into the separate parts and describe each trend.

Describing	relationships:

Often a question will give you two pieces of data and ask you describe the relationship between the 
two. Look to see if the two pieces of data are moving in similar directions (a positive relationship) 
or in opposite directions (an inverse relationship). Remember in some cases there may be no 
relationship between the two pieces of data.

It is important that you describe the relationship and use the data to support the relationship you 
have described. For example, if you are claiming that there is an inverse relationship between the 
two pieces of data, you need to describe those periods when the two pieces of data move in opposite 
directions. If there are periods when the general relationship breaks down you need to mention them 
as well to gain full marks.

Question	b	and	c

The second and third questions on this section of the paper will normally require you to examine a 
particular issue or analyse why something is happening. These questions will typically aim to give you 
an opportunity to demonstrate that you can analyse economic issues and events and apply the theory 
you have learned in class to real world situations. You should also note that while the issues discussed 
and the data used may be up-to-date at the time the exam was written, the source material may be 
a little dated and things may have changed significantly by the time you sit the exam. It is perfectly 
acceptable to demonstrate to the examiner that you are aware of how things have changed since the 
exam was written but you should still answer all the questions in the context of the data presented.

Using	diagrams

In many cases questions b and c may ask you to draw a diagram. When drawing your diagram please 
be careful to label it accurately and fully as you will lose easy marks if your diagram is incomplete or 
inaccurate. Indeed you should note that often the difference between, a top level 3 answer, and a 
middle level 2 answer, is the quality of the diagram produced. 

You are strongly advised to ensure you bring a couple of sharpened pencils and a ruler into the exam 
for use when drawing diagrams. Experience would suggest that exam candidates often rush their 
diagrams in an attempt to save time in an exam. This is a strategy that should be avoided at all costs. 
The extra 60 seconds or so it takes to draw a large, clear diagram with a ruler, may end up being a 
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very efficient use of your time as it is likely to result in a higher mark for that question.

You should also note that even if a diagram is not specifically asked for in the question you will still 
gain marks for an accurate and fully labelled diagram which supports your analysis. If you consider the 
time you spent learning about and drawing diagrams when you were studying this unit, it should give 
you some insight into the importance of using diagrams in your answers in this exam.

Question	d
The final question will normally require you to demonstrate your ability to evaluate and judge 
a particular viewpoint and may be worth up to 15 marks. You should approach this question in 
much the same way as you do the essay question in section C of the paper. How to approach these 
evaluative questions will be discussed in the next section of this course companion.

Section	C:	Essay	section

The general advice offered about answering data-response questions (re; the use of accurately drawn 
diagrams and using the source or stimulus material) is equally valid in this section. 
In the previous specification candidates had one hour at their disposal to write a two-part essay.  The 
second part of which was worth 25 marks and required candidates to use judgement - for example, 
about the validity of some assertion, the usefulness of some piece of theory, or the effectiveness of 
some policy or policies.

Candidates would have built up to this through the first part, involving less high-level skills.  Many of 
the marks for the demonstration of these skills are now allocated to Section A.  

From 2017, essay questions will be prefaced by a few explanatory lines, indicating the knowledge 
base and clarifying the context in which understanding is to be applied. (This preamble is designed to 
assist candidates and you would be well advised to consider the points made in the preamble when 
planning your response).

The essay in the new examination will be quite like the part B of questions set in the previous 
specification.  However, examiners recognise, that completing this new, one part, essay is a rather 
more exacting task than simply finishing off a longer essay - hence the 30 mark tariff.  You should 
be aware, however, that there still are 9 or 10 marks in that mix for demonstrating your knowledge, 
understanding and applying them to the specified situation or idea.

Choose	your	question	carefully

In this section of the exam you must answer one question from a choice of two. While both questions 
are designed to be of equal difficulty and will test the same skills, you may well find that, for whatever 
reason, you know more about one question than the other. 

Obviously you should choose the question you feel you can answer best.

Plan	your	answer

You should take a few minutes to jot down the key ideas you wish to address and the order you 
intend to address them. Too often candidates rush into a question without careful planning and their 
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answer becomes a mish-mash of unconnected ideas and thoughts which gains very little favor with 
examiners. Taking a few minutes to plan your answer will lead to a more coherent response and will 
gain many more marks.

Answer	the	actual	question	–	not	the	question	you	hoped	had	been	asked!

You should start you answer with an introduction which sets the answer you intend to provide in 
the context of the actual question asked. You should take each point you intend to make in turn and 
fully develop each issue before moving on to the next one. When addressing each point, you should 
explain your thinking clearly and provide relevant examples or evidence to support the point you are 
making. Doing this, will allow you to gain valuable marks for application and analysis. 

Demonstrate	effective	evaluation	and	judgement

In the essay section approximately half of the marks available are for the demonstration of evaluation 
and judgement, therefore you should ensure that you consider all the relevant alternative points of 
view and that you judge the importance of each individual point. Sometimes candidates simply list a 
number of pros and cons in the hope that this will gain them evaluation marks. You should be aware 
that this form of superficial evaluation will gain little reward.

What you actually need to do is neither very difficult nor overly complicated.  If you read that part of 
the examination specification where the skills candidates are expected to demonstrate are described 
in detail, you will see that the fourth assessment objective states that candidates must “evaluate 
economic arguments and use qualitative and quantitative evidence to support informed judgements 
on economic issues”.  Just as in a court of law, it is essential that a judgement is based on evidence.  
You must look for evidence about the topic, - ideally evidence which supports alternative points of 
view, - and then comment on the quality of that evidence and present a conclusion.  It doesn’t have 
to be a definite approval or rejection of the idea or policy in question.  It is perfectly valid to present 
a judgement that acknowledges that the situation is too complicated, or the evidence insufficiently 
clear, for a simple ‘yes/no’ answer.

Although it’s always a good idea to keep yourself informed about what’s going on in the world, you 
can do well in Economics examinations without constantly reading scholarly journals.  In the normal 
course of preparing revision notes, you should get in the habit of including references to events or 
comments which may prove useful in essays.  These may be points discussed in the classroom or 
interesting snippets you picked up in an Internet search about the topic.  Teachers, textbooks and 
guidance materials from the examination board are useful sources of ideas about how theories may 
fail to cover all possibilities or policies may not (wholly) solve problems.

Elsewhere, you may have read advice about including a “final judgement”, but please be reassured 
that markers in this subject will give you credit for an overall summary of your ideas whatever your 
preferred style for expressing them.  If you feel more comfortable beginning your essay with a 
statement of your considered opinion, referring to data you will be presenting to support it, by all 
means do so.  

General	evaluative	points	in	economics

There are some general evaluative points which can be applied to many different aspects of 
economics, which you should keep in mind when trying to produce a high quality evaluative answer. 
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However you should be careful not to over use these points or depend on them exclusively in an 
answer.

The	ceteris	paribus	assumption

The “ceteris paribus” assumption is a very useful tool in economics as it enables us to isolate one 
particular variable in our analysis of some situation or other. However in reality “other things” rarely 
do remain exactly “equal”.  The price of a particular good may have fallen, but the increase in quantity 
demanded that theory predicts may not have happened because a new substitute product is currently 
attracting consumers’ attention. 
 
The	assumption	that	economic	agents	are	rational

The “rationality” assumption is often rather suspect as well.   It may well be rational for a firm to seek 
to maximize profits, however in reality, those who run businesses on a day to day basis may make 
irrational decisions and may have objectives other than profit maximization.  Mentioning such things 
may not lift your answer into the highest levels, but it’s better than not making any really evaluative 
comment at all. 

Policy	impacts	are	inconsistent	

Politicians may apply sets of policies which were successful at some other time or place in 
circumstances in which they are no longer appropriate.  ‘A’ level candidates often write about policies 
meant to fix some problem as if just passing a law brings instant solutions, but in fact, legislation is 
often very difficult to enforce.  

You should note that very often politicians are under pressure to be seen to be doing something 
about a particular issue. In some cases they may choose the quick or obvious option even when they 
know that it may not be the best. For example politicians often talk about tightening up laws around 
waste disposal, in the full knowledge that tightening laws is unlikely to prevent companies from 
polluting if there are insufficient resources devoted to policing the legislation or if the consequences 
of being caught are limited to relatively small fines.

A	politician’s	or	spokesperson’s	policy	stance	may	be	driven	by	personal	motivation

Anyone arguing their own case with force and fluency will generally pick the best arguments to back 
it up, but this doesn’t make their case the only just one.  It is always useful to consider the aims and 
values of someone expressing a particular point of view.  For instance, representatives of charities 
generally don’t support cutbacks in governments’ welfare spending, and entrepreneurs will rarely 
argue for increases in taxes on business! However in both cases the particular policy may well be the 
best one in the current circumstances. 

No	policy	is	perfect	–	but	that	does	not	mean	they	are	ineffective

Sometimes a way out of an economic crisis involves unpleasant consequences for some groups in 
society, but that doesn’t inevitably mean that solution should not be tried.  Similarly, since perfection 
is unachievable, it is often a mistake to think only in ‘black-and-white’ terms.  For example, most 
people consider pollution to be undesirable; however the optimum amount of pollution in an 
economy may not be zero. This is because the external costs of some productive activity may be 
significantly less than the additional welfare the activity provides.
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Information	failure

As well as deliberate bias, it is worth considering whether information on which an opinion or 
decision may be based is out-of-date, incomplete or inaccurate.  Some data may not really mean what 
someone who is presenting it believes.  As an example, consider a value for cross-price elasticity of 
demand - the measure of inter-connectedness of two types of good or service.  Normally, a negative 
answer is held to suggest that goods under investigation are complements.  However, this fails to 
take account of how significant the income effect of some price rises may be.  For example if there is 
an increase in the price of road fuel, drivers may have less to spend on other types of consumption - 
including alcoholic drink.  A rise in price of petrol accompanying a reduction in consumption of wine 
doesn‘t indicate that all drivers are also drinkers!

Imperfect	information	may	be	better	than	no	information

You should also recognize however that an imperfection in any theory or analytical field of study does 
not necessarily render it useless.  Meteorology in the UK has a chequered history, but despite notable 
occasions when forecasts have been inaccurate, they have undeniably helped people plan for routine 
and abnormal bad weather.  Likewise economic forecasting is often inaccurate, however having some 
idea as to the likely change in average incomes over the next year (however inaccurate) is more useful 
to firms than having no information.

A	few	things	you	should	do	your	best	to	avoid:	(a	list	of	don’ts)

Don’t think that beginning a paragraph with “However, ...” fools the examiner when you’re not 
expressing a contrasting idea at all.  The same is true for expressions such as “On the other hand, ...” 
etc.  By all means use such vocabulary - but do so appropriately.

Don’t	express normative ideas as if opinions are evidence -
Many aspects of government policy are unpopular and it is perfectly OK to dislike them yourself 
and favour different political opinions.  What’s sloppy is to express this opposition only by saying 
something such as ‘this policy is unfair’.

Don’t, at the same time, be timid about stating facts even if they are unsavory 
For example when discussing the impact of immigration it would be unwise and unnecessary to 
express strong hostile opinions either about immigrants or about other people’s opposition to 
immigration.  However, it is quite acceptable to show that you are aware that the arrival of workers 
from other countries may create social tensions in the host community. 

Don’t approach all problems as if economics has all the answers and don’t be afraid to say that non-
economic considerations are also important. For example in the debate surrounding whether the NHS 
should refuse treatments to those who live unhealthy lifestyles it is perfectly reasonable to consider 
the moral arguments alongside the economic ones.

Don’t	be beguiled by the proposition you’re asked to consider critically. Evidence would suggest 
that some candidates have been unduly influenced by the wording of a statement they’re asked to 
comment on.  Some topics are more difficult than others, but examiners are obliged to set questions 
on all parts of the specification.  Sometimes, therefore, exaggerated or extreme views have been 
presented to give candidates a little help.  An example of this might be to attribute a quote in the 
data to someone arguing that “all that ’green’ legislation achieves is to make industry inefficient and 
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reduce employment and hence, environmental protection should cease to be a target of government 
policy.”   Just because this view is expressed in the question does not mean that that you are expected 
to agree with it. Indeed it should not be too difficult for you to find some fault with this statement!  

Finally	be	careful	with	the	“quality	of	written	communication”	

The assessment of essay and data response questions which require you to write extended answers 
takes into account the quality of your written communication. This does not mean that you have to 
write elegant phrases with long words to earn high marks.  However, it does mean that you should 
take care with your spelling, punctuation and grammar and that you should use economic vocabulary 
accurately. You should try to express your ideas clearly and concisely and present your arguments 
logically and coherently. Focus on what the question is asking you and do not include irrelevant or 
unnecessary information in your answers. You should always write in sentences and paragraphs and 
avoid lists of bullet points unless you are short of time to complete a question. 

How	can	I	make	the	most	of	my	ability?

Economics affect the lives of everybody.  To develop real understanding you need to relate what 
you study in class to national and international economic events and issues that are reported in the 
media.  Following the tips below will help to develop your interest and understanding of the content 
of this unit.

Follow	the	news:	 Business economics features every day on TV, radio and in the papers.  Paying 
attention to the economics and business sections of the news will not only increase your 
understanding but give you examples you can use in exams.

Use	the	internet:	 There is a great deal of valuable information about business economics on the 
internet but you need to be selective in how you use websites.  Tutor2u has very useful sections and 
good discussions in its Economics Blog.  The BBC and Guardian economics and business sites are also 
very helpful with illuminating discussions, debates and examples.  There are many other useful web 
addresses in the CCEA Resource List.

Read	around	the	subject:	 There are a number of excellent textbooks, magazines and journals 
available which cover the content of this unit in detail.  The resource list that follows covers some of 
the most commonly used textbooks and other sources of information which are available.  However, 
this should not be interpreted as prescribing particular resources.  For more advice, consult your 
teacher.  Reading around what you discuss in class is an excellent way of broadening and deepening 
your understanding. 

Be	organised:	 There is quite a lot of content in this unit, but you should already be familiar with 
some of the key ideas and concepts from your study of Unit AS 1 on Markets and Prices.  Make sure 
that you organise your notes effectively so that you cover each of the main sections.  There are more 
detailed Study Tips on the CCEA Economics micro-site: www.ccea.org.uk/economics/.
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Further	resources

Text	books
Anderton A G: Economics
Beardshaw, J et al: Economics: A Student’s Guide
Begg, D & Fisher, S: Economics and Economics Workbook
Cramp, P: Understanding Economic Data
Lipsey, R G & Harbury: C: First Principles of Economics
Maunder, P et al: Economics Explained 
Begg, D & Fisher, S: Economics and Economics Workbook
Sloman, J: Essentials of Economics 

Magazines	and	journals

Economic Review:  www.philipallan.co.uk
Economics Today: www.anforme.co.uk
The Economist: www.Economist.com

Websites

UK Treasury     www.hm-treasury.gov.uk
The Bank of England    www.bankofengland.co.uk
The Office for National Statistics  www.ons.gov.uk/welcome.htm
The International Monetary Fund  www.imf.org
The OECD     www.oecd.org 
Economic resources on the net www.econwpa.wustl.edu/EconFAQ/EconFAQ.html 
The Institute for Fiscal Studies           www.ifs.org.uk 
The World Bank       www.worldbank.org 
Debt Management Office  www.dmo.gov.uk
Department of Enterprise, 
Trade and Investment   www.detni.gov.uk/cgi-bin/gethome
Office of National Statistics  www.statistics.gov.uk
OFCOM    www.ofcom.org.uk
OPEC     www.opec.org/home
HSBC UK Economy Explained  www.hsbcukeconomyexplained.co.uk
Oligopoly Watch   www.oligopolywatch.com
The Financial Times    www.ft.com 
The Times     www.the-times.co.uk 
The Independent    www.independent.co.uk 
The Guardian     www.guardian.co.uk 
The Daily Telegraph    www.telegraph.com 
The Economist    www.Economist.com
Tutor2U    www.tutor2u.net
BBC Business News   http://news.bbc.co.uk/1/hi/business/default.stm
David Smith Economic Blog   www.economicsuk.com/blog/000237.html 
Freakonomics Blog   freakonomics.blogs.nytimes.com
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Glossary

Allocative	efficiency:	 This occurs when neither too little nor too much of a good is being produced.  
This is achieved when the cost of producing the last unit of a good is equal to the value consumers 
place on that good as reflected in the price they are willing to pay, ie, Price = Marginal Cost.

Anti-competitive	practices: These are strategies used by producers with the aim of restricting 
competition in the market.  Examples of anti-competitive practices include predatory pricing and price 
fixing.

Average	cost:	 The cost per unit of production, ie, total costs divided by output.

Average	revenue:  The revenue obtained per unit sold, ie, total revenue divided by sales.

Barriers	to	entry: Those characteristics of an industry which prevent potential competitors from 
entering.

Branding:	This is the process of giving a particular make of product its own identity.

Break-even:	The point at which a firm’s revenue just covers its costs of production.

Shut-down	point:	The point, in the short-run, at which a firm’s revenue just fails to cover its variable 
costs.

Collusion: This occurs when firms in an industry agree to set a common price or common conditions 
of sale in an attempt to manage the level of competition in a market.

Competition	Commission:	 An independent public body which carries out investigations into 
monopolies and mergers in the UK.

Concentration	ratios: These are an indication of the degree of concentration of production in an 
industry.  They measure the combined market share of the top firms in an industry. 

Contestable	market:  A market in which there are low barriers to the entry and exit of firms to and 
from the industry.

Creative	destruction: The process through which something new brings about the demise of 
whatever existed before it 

Diseconomies	of	scale:	 The disadvantages of a firm increasing its scale or capacity which lead to 
increasing long-run average costs.

Dominant	firm:  A firm which has a sufficiently large share of the market as to be able to significantly 
influence costs and prices in that industry.  The Competition Commission defines this as any firm 
having more than a 40% market share. 

Economies	of	scale:  The advantages of a firm increasing its scale or capacity which lead to falling 
long-run average costs.
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Equilibrium:  A situation in which there is nothing causing the price and output of a firm or industry 
to change.  A profit maximising firm will be in equilibrium when its marginal revenue equals its 
marginal cost.

Fixed	costs:		Costs of production that do not vary with output

Horizontal	integration:	 This occurs when firms which produce similar products or provide similar 
services join together.  The firms are involved in the same stage of production in the same industry.

Law	of	diminishing	returns:		This states that, as more and more of a variable factor is added to a fixed 
amount of another factor, the marginal product will eventually diminish.

Long	run:  The period of time when all factor inputs are variable.

Marginal	cost:	 The extra cost incurred by the production of one extra unit of output.

Marginal	revenue:	 The extra revenue obtained from the last unit sold.

Market:	A place or means by which buyers and sellers come together to exchange goods and services.

Market	share:  The proportion of total sales in a market that is held by a particular brand, product or 
company.  It is normally calculated by taking a company’s sales revenue and dividing it by the total 
value of sales in that particular market.

Merger:	 This occurs when two firms agree to join together to form one larger business.

Monopolistic	competition:	 This is a market structure in which there are many small firms selling 
differentiated products to a large number of consumers.  There are few barriers to entry into or exit 
from the industry and sellers have some control over the price that they charge.

Monopoly:	 This is literally a single seller of a good or service with no close substitute.  
The Competition and Markets Authority defines a monopoly as any firm that has more than a 25% 
share of the market.

Nationalisation:	the process of transforming private assets in to public assets by bringing them under 
government ownership 

Negative	externality:	 This occurs when the activity of one economic agent has a negative effect on 
the welfare of a third party not directly involved in the production or consumption of the good or 
service concerned.

Non-price	competition:	 This refers to all forms of competition other than through the price 
mechanism, for example, through branding and promotional activities.

Normal	profits: The minimum profit required to keep factors of production in their current use.

Oligopoly:	 A situation in which the supply of a good or service is dominated by a few producers each 
of whom has some control over the market.  The Competition and Markets Authority defines an 
oligopolistic industry as the market structure in which the top four firms have more than 60% of the 
market.
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Opportunity	cost:	 The next best alternative forgone when resources are used in a particular way.

Organic	growth:	 The growth of a firm that occurs naturally through increasing sales or turnover.  This 
excludes any growth acquired as a result of any takeover, merger or acquisition.

Pareto	efficiency:  This occurs when resources are allocated in such a way that it is impossible to 
make someone better off without making someone else worse off.

Perfect	competition:  The market structure in which there are a large number of small firms selling 
identical products.  There are no barriers to entry and, in the long run, the firm can only make normal 
profits. 

Predatory	pricing:	 This occurs whenever a firm sells its products at a very low price with the 
intention of driving competitors out of the market or creating a barrier to entry to prevent potential 
competitors from entering.

Price	fixing:	 When competitors agree to maintain prices within a certain limited range so as to avoid 
competition on the basis of price and thereby maintain higher profit margins.

Product	differentiation:  This occurs when a firm modifies its product or service in an attempt to 
make it appear different to that of its rivals.

Production:  Any economic activity that satisfies human wants.

Productive	efficiency:  This exists when production takes place at the lowest possible average cost.

Profit	maximisation:	 The assumption that firms organise their business activities in such a way as to 
make the maximum profit possible.  The profit maximising output of a firm occurs where marginal 
cost equals marginal revenue.

Promotion:  The activities a firm engages in to communicate with potential consumers and encourage 
sales.  These include advertising, personal selling, sales incentives and public relations.

Short	run:  The period of time over which the input of at least one factor is fixed.

Super-normal	(or	abnormal)	profits:  Any profit over and above the minimum required to keep the 
factors of production in their current use.  Super-normal profits are profits which exceed what an 
entrepreneur would normally be expected to earn through the employment of a similar combination 
of factors of production in that industry.

Sunk	costs:	 Costs which a firm incurs on entering an industry and which it cannot recover if it wishes 
to leave.

Variable	costs:	 Costs which vary with output.

Vertical	integration:  This occurs when firms which are in the same industry but at different stages 
in the production process join together.  Vertical integration can be forwards towards the market or 
backwards towards the source of raw materials or components.
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X	inefficiency:	X inefficiency occurs whenever a company fails to produce the largest possible output 
with the factors of production it has available. 



CCEA Revised GCE Economics: A2 Course Companion

17

Revision	checklist

Section	1:		Production	and	its	costs

You	should	be	able	to:    Notes
Define and explain the terms: 
production, short run, long run, 
economies and diseconomies of 
scale, external economies and 
diseconomies.
Explain the law of diminishing 
marginal returns to the variable factor. 
Draw short run average and marginal 
cost curves and explain	their shape.
Illustrate and analyse the breakeven 
and shutdown points 
Derive the long-run average (LRAC) 
curve for a firm and explain	its shape.
Analyse	the main internal economies 
and diseconomies of scale and explain 
their impact on the LRAC curve.
Illustrate and analyse the relevance 
of the minimum efficient scale of 
production
Analyse the effect of external 
economies and diseconomies on the 
average costs of the industry.
Explain	the concepts of productive, 
allocative, Pareto and dynamic 
efficiency and X inefficiency and apply 
the concepts in different contexts

 

Section	2:		The	objectives	of	the	firm

You	should	be	able	to:   Notes
Analyse the condition for profit 
maximisation.
Evaluate the assumption that all firms 
seek to maximise profits.
Analyse how other stakeholders 
might affect the firm’s objectives.
Analyse and illustrate alternative 
theories of firm behaviour including 
the maximisation of sales revenue, 
growth, long run profit and 
managerial utility.
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Explain the likely impact of the 
divorce of ownership and control and 
the principal agent problem on the 
objectives of a firm
Distinguish between public and 
private sector enterprises and analyse	
the possible differences in their 
objectives 

Section	3:		The	growth	of	firms

You	should	be	able	to:   Notes
Distinguish between organic growth 
and growth by merger or acquisition.
Explain and analyse the different 
types of integration.
Analyse and evaluate the motives for 
growth.

 

Section	4:	Measuring	markets

You	should	be	able	to:   Notes
Calculate and interpret figures for 
market size, market share and market 
growth
Explain the difference between sales 
volume and sales value
Analyse why it is difficult to accurately 
measure market share, size or growth

 
Section	5:	Market	structures	and	efficiency
(a)	Perfect	competition

You	should	be	able	to:   Notes
Explain the conditions necessary for 
perfect competition to exist.
Draw diagrams to show the short run 
and long run equilibrium position of 
the perfectly competitive firm.
Analyse with the aid of a diagram 
how equilibrium is restored following 
a change in market demand or supply.
Evaluate	the long-run equilibrium 
position of the firm in terms of 
efficiency.
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Evaluate the usefulness of the 
model of perfect competition as an 
explanation of the behaviour of firms 
in the real world.

  
(b)	 Monopolistic	competition

You	should	be	able	to:   Notes
Explain the conditions necessary for 
monopolistic competition to exist.
Draw diagrams to show the short run 
and long run equilibrium position of 
the monopolistically competitive firm.
Analyse with the aid of a diagram 
how equilibrium is restored following 
a change in market demand or supply.
Evaluate the long-run equilibrium 
position of the firm in terms of 
efficiency.
Evaluate the usefulness of the model 
of monopolistic competition as an 
explanation of the behaviour of firms 
in the real world.

  
(b)	Oligopoly

You	should	be	able	to:   Notes
Explain the main characteristics of 
oligopoly.
Analyse why prices tend to be ‘sticky’ 
in oligopolistic markets.
Draw a kinked demand diagram to 
analyse the long run equilibrium 
position of the oligopolistic firm.
Explain the reasons for collusive and 
non-collusive behaviour in oligopoly 
Use simple game theory (basic payoff 
matrix) to analyse and evaluate the 
interdependent behaviour of firms 
Analyse why oligopolistic firms use 
non-price competition.
Evaluate a range of government 
policies to deal with oligopoly.
Consider whether oligopoly 
represents an efficient allocation of 
resources.
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Evaluate the usefulness of the model 
of oligopoly as an explanation of the 
behaviour of firms in the real world.

  
(c)	 Monopoly

You	should	be	able	to:   Notes
Explain the main characteristics of 
monopoly.
Analyse the main barriers to entry 
and their impact on different 
economic agents
Draw a diagram to show the 
equilibrium position of a monopoly/
dominant firm and explain why it is 
able to make super-normal profits in 
the long run.
Analyse the reasons why some firms 
use price discrimination and the 
conditions necessary to enable them 
to do so.
Evaluate the impact of price 
discrimination on economic welfare.
Consider whether monopoly 
represents an efficient allocation of 
resources.
Explain the process of creative 
destruction
Evaluate the usefulness of the model 
of monopoly as an explanation of the 
behaviour of firms in the real world.

  
(e)	Contestable	markets

You	should	be	able	to:   Notes
Explain the characteristics of a 
contestable market.
Analyse the impact contestability 
has on the ability of firms to make 
abnormal profits.
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Analyse the impact of contestability 
on efficiency.
Evaluate	the usefulness of the 
theory of contestable markets as an 
explanation of the behaviour of firms 
in the real world.

  
(f)	Price	and	non-price	competition

You	should	be	able	to:   Notes
Distinguish between price and non-
price competition.
Analyse and evaluate	the range of 
pricing strategies available to firms 
with market power.
Analyse the reasons why firms use 
non-price competition.
Evaluate the effects of the main 
forms of non-price competition.

 
Section	6:	Competition	policy

You	should	be	able	to:   Notes
Explain the benefits of competition 
to the economy.
Explain the role of the Competition 
and Markets Authority and industry 
watchdogs such as OFCOM.
Explain and illustrate the nature of 
anti-competitive practices
Analyse and evaluate the various 
methods of government intervention 
to deal with market dominance and 
anti-competitive behaviour 
Analyse	and evaluate the effects of 
nationalisation and privatisation.
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